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Executive  Summary 

The  major  challenge  of  the  iggnc  *«  *«  ,. 
and  healthy  economic  community    Bos^n  J?*P  I °St°n  a  stron? 
economic  gains  in  the  1980s  Jn'n  Jl  1  en^°yed  unprecedented 

development  opportunities  and I  job  f  coStinuV  H^U"  that  eC°n°mic 
concerned  about  the  Commonwealth^  cn°"V  •  However'  ™  are  deeply 
lac,  of  a  sound  g-n!KT2^2H£i  SS^"1"  ^   "he 

be  £££?%*  l£iSu^a^  "t  the  state  level  may  soon 
shortsighted  federal  regulators  nnT*^  vfrUnch  caused  by 
addressed  immediately,  mo« .jobs  "ill  h«  •>„«<?  ^  Pr°b^<"s  are 
will  be  delayed  indefinitely  St  and  economic  recovery 

Since  October  of  1989   n>u  „«;  ■  , 
seeking   new   investment   caoital  Z?^*1*   *aVe  been  actively 
development  projects  in  the  pipeline  forwfrd  %  B,°St°n   t0  mov* 
busmess  leaders  and  respected I  economi^t^K  .In„ dlSCUSsions  with 
in  cities  around  the  country  such  aS  Nol  v   t  ok-  Massachusetts  and 
D.C.,  and  Cleveland,  the  erfelts  of  thiol  ^'.  ChlCago'  Washington, 
fiscal  crisis  have  dominated   Th«»%"CrUnCh  and  the  state 
our  attempts  to  attract  net Tin J^       5"?  Crises  have  frustrated 
economy.  PBased  or reports ^  in  such  „Td6l v0""/  f°r  the  regional 
Economist,  The  New  VorK  Times,  and  The  ^an^re^^"3  fS  the 
most  optimistic  investors  were  hesiVanf  <-!f   Street  Journal,  the 
situation  in  Massachusetts  11   "cHaneS  Up?..m°Ve  f0rWard  until  the 

England  Econom!0cn|roje0cUttlrcoCn0s,oret?nCe,;  V  N°Vember  1989'  the  »•" 
companies,  and  other  businesses  ^  ?f  !••«•*  banks,  insurance 
economy  in  late  1991     °M  1  %  ?Z?St   a  recovery  in  the  State's 

Bank's  Chief  Economist  re Slratfd  tM  J*"'  Peter  Kozel<  sha™ut 
state's  prolonged  fiscal  crisis i  this  prognosis.  However,  the 
potential  for  the  recovery"  nl  9  91  r*™?"9  °"dit  crunch  make  the 
delayed  by  a  year  or  more  The  ilL.t  /'  The  recovery  could  be 
the  recovery  would  be  feit  on  J3E°J  of  *ven  a  °n*  year  delay  in 
lost  tax  revenue  to  the  sta?e  ma"yfronts. deluding:  lost  jobs, 

tne  state,  fewer  housing  starts,  a  worsened 


/ 


Commonwealth'   and  a  drinking  tax  base  for  the  city  and 

BanK/ttraia4n?laat.0vi"„gaSe,i„dU?o.0„f  inTa  ^Z™  ™™  S-ings 
evidence  that  local  sources  of  the  credit  n^6"8'  is  furth" 
expansion  are  being  cut  off.  At  tho  «».  k  ary  for  economic 
will  not  finance  the  Massachusetts  L^,t  tlm&'-  outside  investors 
crisis  is  resolved.   nassachusetts  economy  until  the  state  fiscal 

recessior^7as\%:efveyroeeUV4eeWn'moWethCOUld  "o™1^  *^~  * 
of  1974-75  and  1981-82  The  tr~„t  «^'."  ^  the  Sessions 
that  local  sources  of  credit  are  b^lf  tl0n  1S  different,  in 
time  that  outside  investors  wit 10°! "?  ™?^l*bl*  at  the  *™* 
crisis.  Given  the  political  In-hfT*  solution  to  the  fiscal 
crisis,  we  can  expect P  the  recess  ion  to  \  'f  resolve  the  fiscal 
In  addition,  Massachusetts  will  be  %«??!  •longeJ  than  normal- 
inflation  rate  as  the  rest  of  the  count rv"?  fr°m  the  same 
recession  will  feel  more  severe than ill  "  meanin9  that  the  local 
economic  recession.      severe  than  it  would  at  a  time  of  national 

Xm         Fundame"ta1  Btrenm-h,  gj  »,,,  Rn^nt,  „„„,,m.. 

economic'realitles  o/^he^ecad^^Tost  ^h**  »»i«  to  the 
economy  produces  annual  averaae'  w»«.t0n  2  broad-°ased  services 
product  per  worker)  higher  than T  thai  %„*"?.>.  Productivity  (gross 
state,  and  the  nation  During  H?«  r  the  metro  region,  the 
gained  71,000  jobs.  Re]  wmS^wS?  198f,  to  1988'  Boston 
in  Boston,  in  comparison  with  woe  »?»™  1°  motion,  have  risen 
this  period,  the  City  attract^  -n  itagna15lon  nationwide.   During 

private  development  constriction  a  /n  "*  °f  $6-8  biUion  in 
City's  stock  of  office  soacewi";^  4°  Percent  growth  in  the 
in  office  rents  in  the  five  vefn=mPfanled  by  a  30  percent  growth 
metering  of  development  m^n*,/  *,"  from  1983  to  19^8 .  Careful 
healthy  range.     P"  Mlntalned  commercial  vacancies  within  a 

reven^'betwetn  7Frs«\i0Va^h84i\B^\°n,S  an"Ual  er°?erty  tax 
million  (42  percent)  was  due  to  "^  *  **"  1989'  *" " 9 
million  (29  percent)  tasat^^,t-;,K1UCti0n  devel°P»>ent ,  $42.9 
categories  of  new  accounts  "h/i lbutable  to  the  other  growth 
$43.9  million  (29  percent,'  wfs  Z  ^V,  and  the  like-  and  Ju»t 
allowance  permitted Punder  Proposition  2  Y,\  'TT  taX  incr*ase 
cumulative  growth  revenue  /H^,ff"2  1/2'  B^  Fiscal  Year  1989 
and  their  accumulated  S !  1/2 f^^T  c°nstruction,  new  accounts, 
$105.8  million,  or  22  percent  ^f^3"""3,1  'l**™^*")  totaled 
levy.  These  are  funds  toe?  th.  ci^ha.T  $4J8"7  Pr°Perty  tax 
directly  for  schools   public  l»ft$Z  bee"  able  to  Put  to  work 

social  services.       P  llC  safety,  community  development,  and 


A  measure  of  the  relative  prosperit-v  fh*<-  „ 
brought  to  Boston  is  the  reduction >    t*     J   ,         economic  growth 
percent  in  1980  to  11. 5  percent in  1989    Thl  /  P°VSrty  fr°m  18 
in  Boston  was  all  the  more  „n?,hi„         The  lowering  of  poverty 

cities  where  poverty  has" sen  accord inaT^50"  With  °th«  large 
Foundation.         *     risen,  according  to  a  report  of  the  Boston 

700f0^ft^j5S°J*SLi9g ell e^V**  Bay  StatS  *«-«t.d 
among  the  Nation -s  states?  Ind,  in  19g88  thfi  ^  S%C°nd  highest 
income  was  third  hiahest    a*.        '   he  level  of  Per  capita 

Boston  and  the  Comlo'nweaith  e  ^"^^ ^  °f  nthe  1980s  ^ 
opportunities  for  steady  eoor,o»f  ted.-  The  1990s  hold 
diversification  of  the  reg^onat^conomy.  eXpansl°"   a"d   further 

a  new  period  of  economic  growth  in  the  wVo",*""  ^Ct°r  ne6ded  f°^ 
of  twenty-five  medical  research  instit-V*     ■   There  are  a  total 
are  research  hospitals,  five  "re  ™n.„l«J    ln  Boston;  seventeen 
three  are  medical  schools   There T«S  tot^w  institutes  and 
feet  of  research  space  housed t  ir    ?ht« \ of2'6  m.illion  square 
institutions  have  expressed  a    «»^    ?         institutions.    These 
square  feet  of  new  research  sn^!     for  ™ore  than  2.0  million 
Hospitals  and  medical  schools  have  submitted  T  S6Veral  years- 
for  1.96  million  square  feet  of  ^h/1       d  plans  and  Proposals 
in  National  Institute  of  Health  mfdt-?"3-   The  Boston  Area  leads 
capita  basis,  and  is  now  garnerino  >  ?i  research  9ra"ts,  on  a  per 
private  concerns,  including  Soechst  ^   °5  research  ^ants  from 
totaling  $185  million.   These "grant's  hoiT  °'  Squibb  and  DuPont- 
instrument  and  pharmaceutic  spinoff   I*   pr™ls*   f°r  diagnostic 
of  the  top  ten  software  com^n,  »=•   Massachusetts ,  with  three 
revenue,  as  of  nia-llst       is  ln  ,ho   the  nati°n'  in  teras  of 
software  industry.    There  is  ,^0   van?uard  of  the  computer 
expansion  of  he  tourism  »L  „    •!  SO  sigmf lcant  potential  for 
New  England  ^Ji^^LToTotraen"   indUStries'  *****  »V   a  new 

thingr^LstonTs  le^Tplli^oneTr  t0  *TV'  t0  demand  ««~ 
business  services,  health  care  IZTi  ^°  Produce:  sophisticated 
computer  software  inltrmLnff  '  J f  tCal  research,  biotechnology, 
fundamentals  required  for  Boston  ^o  Pharmaceuticals.  In  short,  lie 
decade  are  in  place  °  groW  ln  the  economy  of  the  next 


a  who?eSt0nBos\roT\%0hSP,enSnerre  "l"?1  t0  the  Commonwealth  as 
Commonwealth,  h£\££tJ£  J£UT o? *£* •  P°eulati°"  of  the 
twenty-four  percent  of  the  valuJ T  of  ?L  the  J°bs>  and  generates 
services  and  twenty-two  'S^^ot'll^^'S*,*?"    "* 


11  *   The  Present  Economic  Envirnn^f 

growth  and  economic  uncertainty*  S^S^uSSlST^  lllTs* 

Respected  economic  observers  havo  „>-„.! 
economic  environment  reflects  cvci ir»,  fpr°5ected  that  this  new 
Economic  Project,  a  consortia of ifadina'  h  *?  "*"  England 
companies  and  other  businesses  ft,™.™.-*  9  banlcs<  insurance 
1990  with  recovery  in  9  V  T  'J  continued  slowdown  in 
outlook  conference"  in  November  lf89  7  11?*'***  their  "Economic 
Chief  Economist,  and  the  NEEP  forecaster  ^J.  ShaWmut  Bank 
reiterated  this  prognosis  ir ,  ,  uJl?  A  r  for  Massachusetts, 
November  message,  a?  the "'sixth  »„a81C,ally  Upbeat  rePlaV  of  the 
Conference,  in  March  oi r  this  year       NeW  England  Real  Estate 

chnrrarctn:r^ed°fbySlwTdeersprerhuniS  1^  ^^V^a  ^t  TSS 
substantial  ^i^^LZT^Tr^  e^^ues^ '  "* 

sure  th^Uwe^  economy  is  not  a 

the  region's  fundamental  economic  stren^"^""^  in  B°ston's  and 
the  Commonwealth  can  enter  into  »££?"}"  C/n  be  squandered  and 
stagnation,  or  worse,  Uit  b^L  ^  "•»?'  prolonged  economic 
private  investment  to  the  Citv  and  X^°sslble  to  b*ing  public  and 
threatening  to  choke  off  investment  rai  thl*0^  ?W°  .factors  are 
and  (b)  the  constriction  of  lending  .i-'  ^  state's  fiscal  crisis 
°n,  in  significant  part  by  tnt  in^^Y-1** J*  area  banks  brought 
by  federal  bank  regulators       lntensity  of  regulatory  scrutiny 

HI-  The  Ejasal  critic 

paralysL^r^e^e^^i^^dr  ^.~**»*«  Political 
investment  in  the  to^S^gtZS^^*™*"   lmperils 

in  thTcity %°fea°s~thaft^leSt0rS  are  diso°"raged  from  investing 

an  effective  orltabie  economfcMnnTalth  Jl!  incaPabl*  of  pursuing 
paralysis  at  the  slate  S  °.  P°llcy-  .The  spectacle  of  policy 
regarding  the  stale  of  r^New  Ena^T*1"9  ne9ative  perceptions 

r^yinTtc^d^^^^ 

Perceptions  of  the  \£*fi* m ISSSTJ^^Z   kSK?1"* 

headlther^s^hus^t/rtrSggli-s  rSett^  ^^  • 
expert  opinion,    and   reported^  ££  ii^Sl«  t^ZS 


SSmSS»  twice  about  -*y ^S^^K5SSS.t*ff  as 

abilit^o  -nag^^^coX^s^^ce^  by^f"*  •"«-«  ' * 
of  the  Commonwealth  -s  bond  rating ,  ir T  the  lL*  ?  f°Ur  down<Jradings 
bond  rating  could  cost  Massachusetts  t»vi»!  year"  The  lowered 
million  over  the  next  ten  year*  taxpayers  as  much  as  $500 
recovered.   By  comparison  i-hf=  Y  which  win  never  he 

value  of  all  \?™i£ ^contracts  securL'n  "Z6"  timeS  the  n°-ina? 
from  1984  to  1989.  According  to  lathvn^  development  in  Boston 
Massachusetts  Credit  Committee  for  l&i  ST;  ChairvoM"  of  the 
the  bond  rating  will  no7  change  °unti  we !*  '  P°°r  'S  in  New  York- 
of  financial  stability."  see  a  sustained  period 

.     In  addition,  Massachusetts  has  *  i... 

infrastructure  investment  totalina  S?i   k  ^  •  3genda  of  Public 
imperiled  by  policy  paralysis   Thil  siik-  bllllon  whi=h  may  be 
a  counter-cyclical  infusion  of  iobJ *  a„H  bl"ion  agenda  represents 
and  expansion  of  the  necessary  lSS-SS  ?"ey'  and  the  "building 
21st  century.   The  agenda  includel  the^,^  f°r  gr°Wth  int°  th* 
Central  Artery  and  Third  Harbor  T„nn!,     °"  ""^Projects  -  the 
Clean-Up  project  -  as  well  as  th "  h  p?°?ects>    and  the  Harbor 
State  Department  of  Public  Works   develoP°e"t  programs  of  the 
Turnpike  Authority,   and  the  ^Sieift BSp°rt'  the  Massachusetts 
Authority.    These7' projects  can  nrov^!"3  !ay  Asportation 
employment  and  contributriaportSntlv  &   <    „Crltlcal  construction 
local  industries,  including  of fi™  iLlZ  l°h .^owth  in  many  other 
the  fiscal  benefits  Tthe  stat»  !   businesses.   At  present, 
realized  because  of  ^delays  V^SPSSSSS^T    "*    ^ 

f edera^air  .^3^"SL£"f&  bS  J""—  P«l-rily  with 
required.  i„  addition,  effective  'i™"01*1  contribution  is  also 
these  massive  projects "and I  defend f  th.  n  leadership  able  to  guide 
Washington  will  be  needed  for  t-h.i  -  necessary  appropriations  in 
of  the  Boston  ana"  Massachusetts  C°mplet^on-  "ke  the  recovery 
megaprojects  are  not  a  sure  th dno  The0"!163  %S  *  Whole<  th* 
these  projects  would  undermine ,e,„L  J  S  °f  °ne  or  more  °f 
the  region.  unaermine  economic  prospects  for  the  City  and 

IV-   The  Worsening  Cr^rHt-  ^.ln„h 

experiencing  *£  ^SSS^^'^SZT*^  bUSinesses  "a-  been 
While  the  Federal  Reside  L£h.=  lghtenin9  access  to  credit. 
demonstrate  that  the  i ssuT  i  s  °?  f-  reCent  studies  attempt  to 
real  people  are  fi^ng  their  cr™^"0^  °ne'  real  fi™s,  employing 

inaing  tneir  credit  disappearing  overnight. 

The  Federal  Reserve  Board  statistics  tend  to  downplay  the  lack 


5 


conceded  that  tougher  lendina  itan5««?.  k  .     Chairman   Greenspan 

the  level  of  loca*!  economic 'act^ry**  ^nk?- ""V*1  fffects  °" 
they  have  made  some  changes  recently  Tn H,  ackn°«^dge  that 
tracked  by  the  Boston  Federal  Reserve  R^nVH,,6  Slx"state  region 
banks  have  fallen  7.9%  since  thf  ££•  "  buslness  loans  at  large 
$1.8  billion,  to  $2  0  8  bUUonas  of TorTri!0'  ^  V'  °r  ab°^ 
$2   billion  will   cripple   the   e^ntl^lllAly  o^ma^Vfir^ 

^wren^n^^^^  .(■«*  as  Lowell, 

history.  At  the  very  time  that  our  inn f^  ?°  nt  ln  their  ec°nomic 
greatest  need  for  economic  development  ^h.7  commur>ities  face  the 
Only  balanced  and  steady  ecOTonie  d«.!  95°Wth  is  th"atened. 
training  and  education   c^S  development,  coupled  with  job 

in  the  guest  to  maintain  the  "0^10^°^^°^"  ^°r  °itleS 
inner-city  neighborhoods.  if  exfstino  ta««^»  **  well"being  of 
credit  to  expand  and  thrive  and  nf„  ??  businesses  cannot  secure 

-V&SrSK&g  IS^Sfr'    forger11  StT^  ^'* 

-rst^%bea-r^ 

of    the    worth    of    the    collator.i     ^S%_trlJ?3n9  ^heir  estimates 


UI  me  worth  of  the  collateral  t-v,7*  •  Ti y  u'«i:  estimates 
generally  more  suspicious  view  „*  £*  "  offered  and  taking  a 
There  has  been  a  slowdown  in  al]  «™ powers'  growth  forecasts, 
of  the  banks'  consent™*  is  evidZfn  °!.le"ding'  The  exte"t 
the  number  of  home  Equity  loans T  tradf^  V  ^  Sharp  reduction  in 
the  safest  loans.  Lending  for  real  p^  3  /  consi°ered  one  of 
has  been  most  dramatically  Simple  Ifthe  1&&S?"  C°mPanieS 

having^roblems'^t^g  ^i^"  ^rf^-1"-  c°*>Pa"i-  are 
the  Boston  Federll  Reside  Bank  has  said  Al*?'  President  of 
expect  a  major  impact  on  G  N  P  but  ^  •  S  not  enou9h  to 
someone  who  borrowed  a  Sisn  nnn"  Z,  •  hat  ls  scant  comfort  to 
their  own  making."  $150,000    and    is    caught    in    a    squeeze    not 

likely3  toSU|ee?e?hrrDaCir„edlsLbeC°meS/Carcer'  sma"  businesses  are 
businesses.  Yet  lm!llPb,fs^=er  a"d  BOre  sev^rely  than  larger 
jobs.  For  example?  const?uc?fo„Slofn  the  iargest  9ene«t°r  of  new 
percent   last  year     after™,,?  •  ln  NeW  En9land     dropped  9.1 

to   52   PercentyinrthefPreviousafourCy:arsS   ""^   fr°m  "   "6rCent 

leaders*  indite  tiat^the^mo^^  l0Cai  and  national  busi"oss 
about  the  regulators  is  t^eatth»vqUent  comPlaints  People  have 
■narking   down*  the   ££  ^^J^'^^S&SS^'S^ 


instances  the  bankers  say  the  examiners  are  reviewing  loans  that 
they  reviewed  favorably  only  a  year  ago  and  marking  down  the  value 
or  forcing  the  banks  to  increase  loan  loss  reserves,  even  when 
there  have  been  no  late  payments  or  other  problems  on  those  loans. 

V.   Small  Business  Survey 

Joseph  Blair,  Executive  Director  of  the  Massachusetts 
Industrial  Finance  Agency  (MIFA) ,  has  testified  at  a  hearing  held 
by  the  House  Small  Business  Committee  on  the  results  of  a  survey 
of  small  Massachusetts  businesses  conducted  by  MIFA.  The  results 
of  survey  are  disturbing. 

To  date  the  MIFA  has  received  228  responses  from  small 
businesses  that  have  borrowed  through  MIFA  programs.  Of  the  228 
respondents,  106  companies  indicated  significant  difficulties 
obtaining  credit  in  the  past  six  months.  All  the  companies 
surveyed  sold  bonds  through  MIFA  that  were  either  purchased  by  the 
banks  or  carried  bank  letters  of  credit  and  thus  the  companies 
generally  have  good  credit  backgrounds.  None  of  these  companies 
are  start-ups  or  the  products  of  highly  leveraged  transactions. 

A  brief  summary  of  the  specific  problems  reported  by  these 
companies  follows: 

o  57  respondents  indicated  that  their  banks  either 
capped,  suspended,  or  renegotiated  the  terms  of 
lines  of  credit,  resulting  in  a  diminished  supply 
of  working  capital  needed  to  fund  everyday  business 
operations,  such  as  payrolls. 

o  18  indicated  that  their  banks  had  changed  the 
classification  of  their  loans  without  good  reason, 
resulting  in  accelerated  payments  in  some  cases, 
despite  the  fact  that  they  were  current  on  their 
loans. 

o  43  indicated  that  their  banks  had  reappraised  the 
value  of  collateral  and,  in  many  cases,  asked  for 
additional  security  for  existing  loans.  By  lowering 
the  appraised  value  of  the  collateral,  banks  are 
effectively  reducing  the  amount  of  money  they  will 
lend  to  companies. 

o  37  indicated  that  banks  made  their  loan  covenants 
tougher. 

o  85  indicated  that  they  had  applied  for  additional 
capital  in  the  past  six  months  and  that  29  were 
turned  down.  Many  others  are  awaiting  a  decision 
on  their  applications  and  are  experiencing  unusual 
delays. 


The  MIFA  study  provides  valuable  evidence  of  the  difficulties  now 
faced  by  the  Massachusetts  companies  in  obtaining  credit.  It  is 
clear  that  tighter  rules  imposed  by  bank  regulators  are  a 
contributory  factor  —  although  not  the  only  factor  --  to  the 
problem.  The  new,  tougher  standards  imposed  by  the  regulators  have 
made  banks  much  more  hesitant  to  extend  credit. 

We  all  know  that  bad  loans  have  been  made  by  every  bank  in 
this  country,  and  by  banks  in  this  region.  We  also  know  that 
because  of  the  disasters  in  Texas  and  the  Southwest  economy, 
regulators  began  seeing  our  slowdown  as  a  potential  meltdown  -- 
analogous  to  the  prolonged  collapse  of  the  single  product, 
petroleum-based  economies  of  the  Southwest. 

Insofar  as  federal  reviews  of  local  banks  have  been  predicated 
on  assumptions  about  the  nature  and  direction  of  the  regional 
economy,  these  underlying  policy  assumptions  about  the  economy's 
direction  should  be  subject  to  scrutiny  in  an  accountable  public 
forum.  This  is  not  just  another  bureaucratic  exercise;  we  must  not 
bring  upon  ourselves  an  economic  downturn  because  we  were  not 
willing  to  ask  the  regulators  the  appropriate  policy  questions. 

VI.       The  Impact  of  Delay 

The  slowdown  of  the  Boston  and  Bay  State  economies  in  1989  and 
1990,  and  the  recovery  projected  for  1991,  could  be  followed  by  a 
new  era  of  growth  for  the  1990s.  Prospects  for  several  activities 
could  be  complemented  by  expansion  of  the  new  economy  —  health 
services,  medical  research,  biotechnology,  computer  software, 
instruments,  and  pharmaceuticals.  Bay  State  exports  could  more 
than  double  in  an  expanding  world  economy.  The  "peace  economy" 
could  free  up  talent,  investment,  and  federal  dollars  to  strengthen 
the  state  economy.  Overall,  the  City  could  gain  80,000  jobs  in  the 
1990s,  and  the  state  300,000. 

But  the  recovery  in  late  1991  will  not  be  automatic.  It  will 
require  sound  public  sector  guidance,  and  could  be  lost  without 
solution  to  the  state's  fiscal  disarray,  and  relief  from  bank 
credit  stringency.  Without  solutions  to  these  twin  threats  to 
economic  recovery,  city  and  state  economic  conditions  will 
degenerate  and  the  adverse  impacts  could  be  severe.  For  example, 
a  mere  one  year  delay  in  the  recovery  could  lead  to  a  worst  case 
scenario  described  in  Table  A  and  including  the  following: 

o  The  number  of  people  out  of  work  would  rise  to  more  than 
240,000,  compared  to  approximately  90,000  in  1988. 

o  The  State's  unemployment  rate  would  rise  to  8  percent, 
well  above  the  national  average,  following  a  decade  in 
which  Massachusetts  had  one  of  the  lowest  unemployment 
rates  of  any  state  in  the  nation. 
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o  It  would  lead  to  the  loss  of  12,000  jobs  in  the  City  and 
as  many  as  90,000  in  the  State  in  1990. 

o  Housing  starts,  which  averaged  30,000  per  year  in  the 
State  during  the  mid-1980s,  would  drop  to  5,000  per  year. 

o  The  State's  production  of  affordable  housing  would  come 
to  a  halt  because  of  the  unavailability  of  revenues  for 
subsidies. 

o  Efforts  to  reindustrialize  the  State  to  offset  the  steady 
loss  of  manufacturing  jobs  in  the  1980s  would  be  stalled 
if  the  current  financial  climate  persists. 

o  The  State's  Fiscal  Year  1991  deficit,  according  to  the 
State  Revenue  Advisory  Board,  could  reach  $1.6  billion. 
Such  a  condition  would  trigger  the  need  for  additional 
borrowing  by  the  Commonwealth  at  a  time  when,  despite 
having  the  third  highest  per  capita  income  in  the 
country,  the  Commonwealth  has  the  lowest  bond  rating  of 
any  state. 

VII .  Conclusion 

The  political  paralysis  in  state  government  has  already 
imposed  incalculable  damage  on  the  Commonwealth's  finances  and 
economy,  and  on  the  strong  image  Massachusetts  had  portrayed  across 
the  country.  In  particular,  the  inability  to  resolve  the  eighteen 
month  budget  deficit  is  responsible  for  four  dramatic  reductions 
in  the  Massachusetts  bond  rating,  a  key  indicator  of  investor 
confidence  in  the  government's  ability  to  manage  the  economy. 
Significant  damage  has  already  been  done  to  the  people  and 
businesses  of  Massachusetts.  The  State's  further  delay  in  meeting 
its  responsibilities  will  only  exacerbate  the  deteriorating 
economic  climate  all  our  cities  and  towns  face. 

Even  assuming  the  adoption  of  a  program  of  taxes  and  spending 
cuts  to  balance  the  State's  finances,  the  expansion  of  the  private 
economy  will  still  require  greater  availability  of  credit  and 
financing  in  the  regional  economy.  In  contrast  to  assumptions 
about  State  action  on  the  fiscal  crisis,  there  are  no  indications 
the  Federal  Government  will  soon  change  its  policies  toward  lending 
to  the  New  England  economy.  Boston  area  business  and  political 
leadership  must  bring  the  case  for  change  to  the  highest  level  of 
the  Federal  Government. 

Most  importantly,  the  economic  statistics  portray  a  City  and 
Commonwealth  in  which  the  human  costs  of  the  fiscal  crisis  and  the 
credit  crunch  are  staggering.  Our  immediate  priority  must  be  the 
development  of  a  clear  and  direct  economic  recovery  gameplan  that 
can  be  taken  to  state,  federal,  community  and  business  leadership. 


What  is  missing  today  in  the  public  and  private  discourse  about 
these  topics  is  an  appreciation  of  the  fundamental  connection 
between  these  problems  and  the  lives  of  working  men  and  women  in 
the  City  and  the  Commonwealth.   This  condition  must  change. 

Lee  Jackson 
Don  Gillis 
Mary  Nee 
Lisa  Chapnick 
John  Connolly 
Stephen  Coyle 
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TABLE  A 


Potential  Impacts  of  One-Year  Delay  In  Economic  Recovery 


1989 


1990 


1991 


Unemployment  Rate 

City 
State 

5% 
4% 

6% 
7% 

7% 
8% 

Unemployment 

City 
State 

15,000 
120,000 

18,000 
210,000 

21,000 
240,000 

Jobs 

City 
State 

-6,000 
-33,000 

-12,000 
-90,000 

-8,000 
-30,000 

Housing  starts 

City 
State 

2,500 
35,000 

1,250 
20,000 

500 
5,000 

Revenue  Growth 

1990 

1991 

1992 

City 
State 

+8% 
+6% 

+  3% 
+  3% 

-5% 
-3% 
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